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Abstract
This paper analyzes the convex adjustment cost of capital adjustments. The theoretical model is
a dynamic programming model which this analysis numerically solves. Capital adjustments expected
by the theoretical model are then compared with observed adjustments to estimate the convex adjust-
ment cost. The estimation methods are the Methods of Moments for point estimates and the bootstrap
method for standard errors. This analysis’ estimate is less than estimates based on q theory but greater
than estimates based on the Euler equation. In addition, this analysis shows that the adjustment cost
function is unlikely to be homogeneous of degree zero or one.
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